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OTTAWA. 


DEAR SIR, 


In accordance with the provisions of the Foreign Exchange 
Control Act, I am hereby submitting a report of the opera- 
tions of the Exchange Fund Account for the year 1950. 
Annexed is a statement of the assets and liabilities of the 
Exchange Fund Account as of December 31, 1950, with com- 
parative figures for December 31, 1949, and a statement of 
the revenue and expenditure of the Account in 1950 with 
comparative figures for 1949. 


Changes in Canada’s Official Holdings of Gold and United 
States Dollars 


At the end of 1950 Canada’s official holdings of gold and 
United States dollars were $580-2 million in gold and $1,161-5 
million in United States dollars, a total of $1,741-7 million. 
The variations in holdings since the end of 1945 are shown 
below. 


Canada’s Official Holdings of Gold and U.S. Dollars 
(millions of U.S. dollars) 


Other 
Exchange Fund Government Total 
Account and of Canada 
Bank of Canada Accounts Gold and 
Gold U.S. Dollars U.S. Dollars U.S. Dollars 
Hee. 31) L945 ee 353-9 922-0 2o2 1 1,508-0 
eC SL 1946). Va 536-0 686-3 22-6 1, 244-9 
eG Bt) (1947 ee wets 286-6 171-8 43-3 501-7 
PROC RSH DAB. F cuacidp, 401-3 574:°5 22-0 997-8 
Mee ASL L9OLD i ay” 486-4 594-1 36-61 1,117 41 
Wray L950 cee: 502-3 657-7 bs Salad 4 11922 
June 30) 1950 b.56 50) 509-5 719-4 26-5 1,255-4 
ev Tae eneeet Oa 9 Efe Ey nee 542-8 1, 239-3 125? 1,789-6 
PCC eis. ie. s 580-2 1,144-9 16-6 Dials, 





1 Exclusive of $18-2 million set aside out of the proceeds of a refunding issue for 
the purpose of retiring on February 1, 1950, a security issue guaranteed by the Govern- 
ment of Canada and payable in United States dollars. 

2 Exclusive of $50-0 million set aside from reserves, as well as $50-0 million obtained 
through a bond issue in New York, to redeem a Government of Canada issue of $100 
million payable in United States dollars on October 1, 1950. 
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Factors Affecting Official Reserves 

During 1950 Canada’s official holdings of gold and United 
States dollars rose by $625 million. In 1949 they had risen 
by $119 million. The relative importance of the main factors 
giving rise to these increases is indicated below. 


Effect on Official Reserves of Major Items in Canada’s Balance 
of Payments, 1949 and 1950 


(millions of Canadian dollars) 











Current Account 1949 1950 Change 
United: Statessi ie ssh a hoe ee — 589 — 394 +195 
Sterling areas. oink aia tee eee +574 + 7 — 567 
Other icountries.¢,¢.) seo: eee +202 + 71 —131 

+187 — 316 — 503 


Capital Account 
Loans to United Kingdom......... —120 — 50 +70 


Other capital, including exchange ih 
justment, errors and omissions. oe +991 +939 


Change in official reserves (U.S. $).. +119 +625 +506 











So far as the current account is concerned, the year 1950 
showed an over-all deficit of $316 million compared with a 
surplus of $187 million in 1949. It was the first year since 1933 
in which Canada had an over-all current account deficit. 
The swing in our current balance from a surplus in 1949 to 
a deficit in 1950 was accompanied by a marked decrease in 
the degree of bilateral disequilibrium in our international 
accounts. Our current account deficit with the United States 
was reduced by $195 million and our current account surplus 
with the sterling area by $567 million. As the movement 
towards balance with overseas countries considerably exceeded 
that with the United States our over-all surplus disappeared 
and was replaced by an over-all deficit of considerable size. 


It is apparent that the increase in Canada’s official re- 
serves in 1950 was much more than accounted for by a very 
large net inflow of capital. The net inflow was almost all on 
private account and took place for the most part in the third 
quarter of the year. The nature of the inflow is discussed in 
some detail below in the section on the balance of payments 
with the United States. 


WoRLD BALANCE OF PAYMENTS DEVELOPMENTS IN 1950 


Before commenting on the developments in Canada’s 
balance of payments, it may be appropriate to draw attention 
to the rapid easing of the world dollar problem which occurred 
in 1950. The balance of payments deficit on goods and ser- 
vices account of the rest of the world with the United States 
and Canada, which amounted to no less than $11-6 billion in 
1947 and to $7-2 billion in 1948 and $6-4 billion in 1949, fell 
to below $2 billion in 1950. In the second half of the year the 
deficit virtually disappeared. Throughout 1950 the Govern- 
ment of the United States continued to provide grants and 
loans to non-dollar countries and there were abnormally large 
outflows of funds of a capital nature from the United States 
subsequent to the currency devaluations of September 1949, 
As a result, the gold and United States dollar holdings of all 
countries other than the United States and Canada rose by 
about $4 billion in the fifteen months to the end of 1950. The 
sterling area alone added $1-9 billion to its central gold and 
dollar reserve in this period. 


It would be rash to conclude from these figures that the 
dollar problem has been solved.. For one thing, no really 
satisfactory measure of the underlying disequilibrium between 
dollar and non-dollar countries in recent years is available. 
Balance of payments records show only realized deficits, and 
in nearly all cases the realized dollar deficits of non-dollar 
countries have been limited, through the use of trade and 
payment restrictions of various kinds, to the financing avail- 
able. The recorded deficits have thus consistently understated 
the magnitude of the dollar problem. Moreover, an appreci- 
able part of the recorded improvement in the payments 
position of the non-dollar world in 1950 was a result on the 
one hand of intensified discrimination against dollar imports 
introduced in the summer of 1949 and on the other of large 
dollar receipts of a kind not likely to recur. 


It appears nevertheless that the world shortage of dollars 
has been greatly alleviated. Perhaps the most important single 
factor in this development was the growth in demand for 
goods and services in the United States beginning in the late 
summer of 1949, increasing strongly in the first half of 1950 
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and reaching massive proportions after the outbreak of the 
Korean war in June. Demand for industrial raw materials in 
particular expanded sharply and the prices of these materials 
rose rapidly. United States imports of goods from all countries 
rose in value from $6-1 billion in 1947 and $7-1 billion in 
1949 to over $9 billion in 1950. Imports of the United States 
and Canada from the rest of the world rose by about $2 billion 
in 1950, and in the second half of the year were running at an 
annual rate about $3 billion higher than in 1949. 


The increase in imports from non-dollar countries was 
ereatly facilitated by further large increases in industrial and 
agricultural production in those countries and by the con- 
tribution of the September 1949 devaluations towards making 
non-dollar goods competitive in world markets. Principally 
because of the recovery in United States demand for imports 
and the degree of success achieved by the devaluing countries 
in combating internal inflation, the adjustment of world 
prices and trade to the devaluations took place with remark- 
able smoothness. The United Kingdom and Western Europe 
have been able to achieve a very substantial increase in 
exports of manufactured goods, particularly to non-dollar 
raw material producing countries, thus tending to re-establish 
the pre-war pattern of world trade and payments. They have 
also been able to establish a promising foothold for their 
exports of manufactured goods in North America, particularly 
in Canada. 


The value of commodity exports from the United States 
and Canada to the rest of the world fell from about $12 billion 
in 1949 to below $10 billion in 1950. In part this was the 
result of an intensification of restrictions against dollar goods 
but in part it was due to the greater ability of the non-dollar 
countries to meet their own and each others’ requirements 
at competitive prices consequent upon greater production and 
a realignment of exchange rates. 


The rebuilding of the gold and dollar reserves of the non- 
dollar countries has gone a long way towards providing the 
necessary margin of safety for further steps to reduce the 
area of discrimination in world trade. Under present con- 
ditions of growing scarcity of goods even an appreciable 
relaxation of restrictions on dollar goods would be unlikely 
to involve large additional dollar outlays; it would, however, 
increase the scope for international competition. 
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CANADA’S BALANCE OF INTERNATIONAL PAYMENTS IN 1950 


The Current Account with All Countries 


The principal elements in Canada’s international receipts 
and payments on current account with the world as a 
whole and with the areas of main economic significance are 
shown in the table on page 6. A summary of Canada’s trans- 
actions on current account with all countries in 1949 and 1950 
is presented below. 


Current Account Transactions with All Countries 
1949 and 1950 


(millions of Canadian dollars) 


Commodity Other 


Trad es t ' 
an i egeone Total 

1040 Credits (exports).ou.. 5). 2,989 1,088 4,077 
RIEDIES + (Porte Wy. ee eid s . 2,696 1,194 3,890 
PNGLLCLECICh ce kira esata Oe — 106 +187 
POS ee eGILS LOX DOLLS) ai. wus ini siaais os acral a boo 1,090. 4,229 
DCMS (CIMPOrts) samt eye. a as bos 3,129 1,416 4,545 
POPE Cate ae a staan uke! Ok +10 — 326 — 316 

Change in net credit, 1949 to 1950... —283 — 220 — 503 





1 Including gold production available for export. 


Commodity exports in 1950 were $150 million or 5 per 
cent higher in value than in 1949. The prices received for 
our exports rose fairly steadily throughout the year, and it 
appears that the volume of our exports in 1950 was about 
the same as that in 1949, 


Commodity imports in 1950 were $433 million or 16 per 
cent higher in value than in 1949. About one-half of the 
increase in value is the result of higher prices and the other 
half reflects an increase in the volume of imports. 


Compared with 1949 export prices appear to have risen 
somewhat less than import prices and accordingly there seems 
to have been a modest deterioration in Canada’s average 
commodity terms of trade for 1950 as a whole. In the first 
half of the year the terms of trade were appreciably less favour- 
able than they had been through most of 1949, but they 
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improved in the second half of 1950. In part this movement 
in our terms of trade may reflect the depreciation of the 
Canadian dollar relative to the United States dollar in Septem- 
ber 1949, 

Among the main staple exports lumber, woodpulp, news- 
print, asbestos and fish increased substantially in volume in 
1950. Non-ferrous metal exports showed little change. Wheat 
exports declined substantially due in considerable part to the 
lateness of the year’s crop and to transportation difficulties. 
In continuation of a trend of several years’ duration there was 
a further decline in the volume of manufactured goods sold 
abroad. 

The volume of imports in 1950 rose fairly sharply, par- 
ticularly in the second and fourth quarters, from a relatively 
low level at the beginning of the year. Taking the year asa 
whole the increase in volume from 1949 was spread broadly 
over a wide range of goods and no change of particular signif- 
icance in the composition of imports is discernible. To some 
extent the increase was facilitated by the progressive removal 
during 1949 and 1950 of the import restrictions which had 
been imposed late in 19471. The high and rising level of 
activity in the Canadian economy during the period led to a 
growing demand for commodities of all sorts. In the case of a 
number of raw materials the demand was particularly strong 
in the second half of the year, and followed a period of hesi- 
tancy which had begun in 1949. 


The Movement towards Regional Balance in the Current Account 


The following tables give percentage figures of the destt- 
nation of our commodity exports and the source of our com- 
modity imports in recent years. 


Destination of Commodity Exports 


. : Other Other 

United United ° Other 

States Kingdom tering Cc eat ne Countries 
1935230) 0 seen WOE % 37% 10% 1% 9% 
TOA ie nate Sees ee 39 28 13 12 8 
TOA RE eee aval 50 25 10 10 7 
ya ae ee 51 24 10 8 7 
LOR OG Be tees 65 15 6 7 i; 


1 The last of these restrictions was withdrawn effective January 1, 1951. 
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Source of Commodity Imports 


. : Other Other 

United United : Other 

States Kingdom i eae C ee res Countries 
POS5-SO A Ua 61% 18% 11%, 6% 4% 
gS is “Ts 7 6 3 ff 
L948 iia rey bata: poli 69 11 7 3 10 
LAO eth oat, 70 11 7 3 9 
LOS Os che ee Boe 67 13 8 3 9 


These figures reveal some very large changes in the 
regional distribution of Canada’s international trade. It has 
often been pointed out that a prominent characteristic of the 
pre-war Canadian balance of payments on current account 
was its striking lack of balance by regions. While we were 
accustomed to run substantial surpluses with overseas coun- 
tries, particularly the United Kingdom, we normally had 
deficits only slightly smaller in size with the United States. 
An immediate consequence of the war was to intensify this 
bilateral disequilibrium, which reached a maximum in 1947. 
Since that time, and due very largely to changes in the 
destination of our exports and the sources of our imports, the 
bilateral disequilibrium in our international accounts has 
declined sharply, and in 1950 we reached a degree of bilateral 
balance which for Canada is quite unusual. 


The changes in the destination of our exports have been 
particularly large. In 1947 very nearly the same proportion 
of our exports was shipped to overseas countries as in the pre- 
war years (though the proportion going to the United King- 
dom was about one-quarter less), but since then these ship- 
ments have fallen from 61% to 35% of total exports. About 
three-quarters of the change since 1947 and nine-tenths of 
that since the pre-war years has occurred in exports to the 
sterling area. 


Our exports to the United States and to the sterling area 
in 1947 and 1950 are shown in some detail in the following 
table. It should be kept in mind that the figures are of export 
values, not of export volumes. Since export prices rose on the 
average by nearly 20 per cent from 1947 to 1950 it is evident 
that increases in export values tend to overstate, and decreases 
in export values to understate, the accompanying change in 


export volume. 
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Canadian Commodity Exports 


(millions of Canadian dollars) 


To United States To Sterling Area 
1947 1950 Change 1947 1950 Change 
Wheat and flour..... — 29 + 29 333 272 — 61 
(oarseerains esc. 3 44 + 41 i — —=- 7 
Processed milk..... y — a —- 11 3 Se 8 
Oitleese ns aeeee. Sy ¢ “ rs ee en | 14 15 + 1 
BESET al hein 048 ig — Ayes rh ag 36 3. — 33 
Bacon,and:hams:.\... — TS a a 61 24 — 37 
Beef and beef cattle. . — 94 + 94 7 — — 7 
Fish—dried, canned. 5 roa eee 14 6 — 8 
—fresh, frozen. . 38 62 + 24 a —- ~ 
Planks and boards... 80 250 +4170 107 35°. 12 
WWOrciepu Da ish) 5 156 ion. 35 16 14 — 2 
INGWEOLINE sets oo @ 10 292 463 +4171 28 10 — 18 
Veneers and plywood 3 4. + 1 14 6 nS 
PAL UITISEVUCTUL ec aa 6 s0 6 + C44 ae 46 + 14 
C8] 0) 8 os gt PAE Wie deg aT 10 PO ie esi 28 Oa lea 
TRO ACLAN oe Vash ey 13 aT ea oF 11 2 —- 9 
PINT COR eases et 39 LO) os 13 19 + 6 
Pi a rik Le Oe Ny Ad 15 Cou veri: 24 10 137) Ae 
PNSHESEOS awe sit st vee 20 44 + 19 3 Gr nies 3S 
Trucks, autos, parts. 2 1 — 1 64 34 — 30 
Other machinery.... | 78 + 51 17 Si peers 9 
All other exports.... 349 538 +189 289 tt 168 
Total exports*.... 1,061 2,046 +985 1,115 670 —445 





*Adjusted for balance of payments purposes. 


These figures reveal that the realignment of exports was 
accomplished in part by a change in the composition of exports 
and in part by a shift in destination of the same or a similar 
product. Among the foods and other agricultural items the 
adjustment tended to take the form of a change in the kind 
of goods exported, mainly a decline in exports of animal 
products to the sterling area and a rapid growth of exports 
of beef and cattle to the United States. Within a large over-all 
increase in exports of forest products there was a very con- 
siderable shift in destination away from the sterling area. 
In the case of the non-ferrous metals the increase in our 
exports went mainly to the United States without much other 
change. There was a sharp contraction in our sales to the 
sterling area of automobiles, trucks and parts and, indeed, of 
manufactured goods generally. Our sales of farm machinery 
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to the United States increased substantially, though this was 
approximately offset by larger purchases of farm machinery 
from that country. Our exports of other manufactured goods 
to the United States did not increase appreciably and the 
part played by such goods in our over-all exports declined 
in importance. 


The cumulative change from the pre-war years in the 
source of our imports was much smaller than in the destination 
of ourexports. By 1947 the proportion of our imports coming 
from overseas had fallen from 39% to 23%, but subsequently 
it rose to 33%. Four-fifths of the post-war increase occurred 
in goods of sterling area origin. The whole of the increase 
appears to have been accomplished much more through 
changes in the source of the same or similar imports than 
through changes in the composition of imports. The most 
striking example is, of course, that of automobiles; imports of 
automobiles, trucks and parts from the United Kingdom rose 
from $2 million in 1947 to $77 million in 1950. 


I have emphasized in previous Reports that the reduction 
in our exports to overseas countries has generally not been the 
consequence of any inability of Canadian suppliers to compete 
in terms of price or quality. Most of the reductions have 
resulted from the use of import restrictions by these countries; 
a reorientation of our export trade was therefore forced upon 
us. At the same time it has been in the interests of all con- 
cerned that as much as possible of the adjustment in trade 
between dollar and non-dollar countries should take the form 
of an increase in Canadian and United States imports. 

In respect of both exports and imports Canada has 
adapted itself to the new situation with less difficulty than 
might reasonably have been anticipated. In part this has 
been due to the maintenance throughout most of the period 
of a high level of demand in the United States, without which 
it would have been impossible for our exports to that country 
to have risen as they have. In part it has been due to the 
realignment of currencies which took place in September 
1949, and to the other vigorous steps taken in overseas 
countries, particularly in the United Kingdom, to stimulate 
exports to North America. In part, also, the relatively 
smooth adjustment can be attributed to the initiative taken by 
Canadian traders and the flexibility shown by our economy. 
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The Balance of Payments with the United States 


The table below summarizes the current account with 
the United States in 1949 and 1950. 


Net Balance on Current Account Transactions with the United 
States, 1949 and 1950 


(millions of Canadian dollars) 








1949 1950 Change 

Womimodity trade (acdiusted).. 2) ..c04. 4 — 378 — 47 +331 
Gold production available for export. .... +139 +163 + 24 
MOUrier ex OCicitires 4 20) a vee +104 + 70 — 34 
intercesand dividends... 24. AoA aS. —285 — 354 — 69 
PPCISU ali SHIP MING a 6 2s ad oe end wae hen — 67 — 83 — 16 
Inheritances and migrants’ funds........ — 19 at ES, ss 
PXtOUMET CULE CHteIlS «a Way he ten ee — 83 —124 — 41 
— 589 — 394 +195 


A sharp improvement in our net commodity trade with 
_the United States brought us close to balance on trade account 
with that country in 1950, closer than we have been in any 
year since 1936 except for the last two years of the recent 
war. The improvement from 1949 in the commodity balance 
with the United States was nearly half offset by a deterioration 
in the balance on invisibles. 


The stronger commodity balance was the product of an 
increase of $525 million (35 per cent) in the value of exports 
and $194 million (10 per cent) in the value of imports. The 
physical volume of exports to the United States in 1950 was 
higher by perhaps one-quarter than that achieved in any 
earlier peacetime year. <A large part of the increase over 1949 
occurred in exports of forest products, especially saw-mill 
products, and to a lesser extent of non-ferrous metals. There 
were also appreciable increases in exports of grains, cattle 
and beef, fresh and frozen fish, and asbestos. 


Although the physical volume of imports from the United 
States in 1950 may have been up slightly from that in 1949 
it remained well below the peak level of 1947. Apart from a 
substantial increase in the volume of coal, mainly to replenish 
stocks, the composition of our imports from the United States 
was little changed from 1949. 

The increase of $69 million in our deficit on interest and 
dividend account was all due to larger payments. Among the 
factors responsible for this increase were an upward trend in 
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profits, a relaxation in the latter part of 1950 in exchange 
control procedures in respect of profit transfers' and certain 
considerations having to do with taxation changes in the 
United States which appear to have influenced some parent 
companies to withdraw in 1950 rather than in 1951 profits 
earned in Canada in 1950 or earlier years. 


The drop of $34 million in our net receipts on tourist 
account was mainly due to an increase of $26 million in the 
expenditure of Canadian tourists in the United States. In 
part this increase reflects a progressive easing of foreign 
exchange restrictions on travel expenditure in the United 
States dollar area. 


The table below provides some detail of capital move- 
ments between Canada and the United States during 1950. 


Capital Account Transactions with the United States?, 1950 


(millions of Canadian dollars) 


- Transactions in Canadian debtor securities— 


-—net sales of outstanding, SSUES. is... f6.0 gcc cose ete cuoe cae mh « + 363 

LOWE ISSUCSN tc tN alice eit. Mons bd oak ewe stank iG he +219 

—retirements............ he oie 98 Oh, See ana Aig le MD aad  I h — 263 
Transactions in foreign debtor securities— 

==neéet salesiof outstanding isswes, #2. .5 00. ek oo a + 65 

etal (ROMO T L Sit atten cy ene her ish ivi/® cit ever Meee MEER. Paria + 7 
Py pee CET y eSUTNe lt bei, ChatiaCl a”. 5. «4 Veer cvasdedeuls, aces oduectetaite mecuedentec +167 
Net liquidation of direct investment abroad?...... + 41 


Increase in Canadian dollar balances owned in the United States + 91 
Use of 1949 refunding loan proceeds set aside for retirements in 





1950... Dec va CERES cata, oops eS TAIT ne Me CARD Poe st oy 
Other private capital movements, errors and omissions.......... + 243 
+95) 


In September the Government of Canada sold in the 
United States $50 million of its own securities payable in 
United States dollars. Together with a further $50 million 
in United States dollars set aside in September from official 
reserves the proceeds were used in October for the redemption 
of $100 million Government of Canada obligations payable 
in United States dollars. Of the securities retired only an 


1 For details see page 21. 

2 Exclusive of change in official liquid reserves but inclusive of some capital 
transactions on account of other countries. 

3 Exclusive of undistributed profits. 

* Both the refunding loan and the related retirements have been converted at the 
rate of exchange in effect at the time of the refunding, viz. $1.00 U.S.=$1.00 Cdn, 
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insignificant amount was owned by residents of Canada. The 
Government’s refinancing operations therefore gave rise to a 
net drain on official liquid reserves of approximately $50 
million in United States dollars. 


A spectacular development in our international financial 
transactions in 1950 was the very large net inflow of private 
capital from the United States, much the greater part of which 
occurred in the third quarter of the year. Following the with- 
drawal of fixed foreign exchange rates for the Canadian dollar 
effective October 1, 1950, the net movement of private capital 
was relatively small. 


The item ‘‘net direct investment in Canada” in the above 
table reflects mainly inflows of capital to acquire productive 
assets or to develop Canadian natural resources. In 1950 
these inflows were about twice as large as they had been in 
1949. A substantial part of them arose in connection with 
petroleum developments in western Canada and mining 
developments in the Province of Quebec. 


A large proportion of all the other types of inflow, parti- 
cularly in the third quarter, appears to have been motivated 
in part by the anticipation of an early increase in the foreign 
exchange value of the Canadian dollar. This anticipation 
led United States residents to acquire outstanding Canadian 
debtor securities, particularly Government of Canada obliga- 
tions, and, to a lesser extent, Canadian dollar balances, and 
to accelerate payment for goods bought or to be bought in 
Canada. It also led residents of Canada to sell securities 
and other foreign assets in the United States and bring the 
proceeds to Canada, and to postpone payment for goods 
bought or to be bought in the United States. The short 
term capital movements resulting from the acceleration of 
receipts for our exports and the deceleration of payments 
for our imports make up much the greater part of the item 
“other private capital movements, errors and omissions’ in 
the table above. 


During the third quarter of 1950 it became apparent that 
private capital was flowing into Canada at an excessive rate 
and was exercising an inflationary influence in Canada at a 
time when inflationary pressures were already causing con- 
cern. Moreover, the inflows were bringing about a substantial 
and involuntary increase in Canada’s gross foreign debt and 
annual service charges,without any corresponding increase 
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in its productive resources or ability to export. In considering 
action appropriate to check the inflow the Government re- 
viewed the possibility of moving the par value of the Canadian 
dollar to a new and higher fixed level but concluded that under 
the conditions then existing it was impossible to determine in 
advance with any reasonable assurance what new level would 
be appropriate. It therefore decided that the rate of exchange 
should be left to be determined by market forces. 


After consultation with the International Monetary 
Fund, the Government accordingly cancelled, effective Octo- 
ber 1, the official rates of exchange which came into effect 
on September 20, 19491, and did not prescribe any new official 
fixed rates of exchange’. 


Balance of Payments with the Sterling Area and other 
ERP Counirtes 
Canada’s current account transactions with the sterling 
area and other ERP countries for 1949 and 1950 may be 
- summarized as follows: 


Current Account Transactions with the Sterling Area and other 
ERP Countries? 


(millions of Canadian dollars) 


1949 1950 Change 

Commodity exports (adjusted)......... 1,247 870 — 377 
Commodity imports (adjusted)........ 566 756 +190 
Wommouty Dalancely. fac... ints +681 +114 — 567 
Balance of other current transactions. . + 80 + 5 — 75 
Wutrentaccount: balancer: s../. ere +761 +119 — 642 


1 The rates effective September 20, 1949, for spot transactions were: 
U.S. dollars—buying—$1 - 10 Sterling—buying—$3 -072 
—selling — 1-103 _—selling — 3-083 
2 The averages of noon quotations in cents per unit for transactions between banks 
in the exchange market since October 1, 1950, have been: 


US. $ Sterling U.S. $ Sterling 
October, 1950 105-34 294-96 January, 1951 105-17 294-46 
November... 104-03 291-23 February.... 104-92 293 -86 
December... 105-31 294-86 Miarchinuas tt ty 104-73 293-29 


3 The figures include all current account transactions with the United Kingdom 
and with the rest of the sterling area. They also include transactions with France, 
Belgium-Luxembourg, the Netherlands, Norway, Sweden, Denmark, Switzerland, 
Portugal, Austria, Italy, Trieste, Greece, Turkey and the Federal Republic of Germany, 
together with the dependent overseas territories of these countries. These Jatter, 
with the United Kingdom and its dependent overseas territories and the two sterling 
area countries Iceland and Ireland, make up the membership of the Organization 
for European Economic Co-operation and in this report are referred to as ERP countries. 
The figures thus include Canada’s current account transactions with ERP countries 
plus those with the other Commonwealth countries. 
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The figures for merchandise trade are made up as follows: 
Commodity Exports Commodity Imports 
1949 1950 1949 1950 

(millions of Canadian dollars) 


United Kingdom ean a ae 701 469 300 399 
Other ‘sterling area yee 300 201 187 244 
Other ERP countries ui oy 246 200 79 113 

1,247 870 566 756 


The decline in commodity exports and the increase in 
commodity imports indicated by these figures is, of course, 
part of the general reorientation of Canada’s external trade 
discussed earlier in this Report. The exceptionally large fall 
in exports is accounted for in part by a decline of about $125 
million in sales of wheat and wheat flour from the relatively 
high level of 1949 and of about $35 million in exports of railway 
equipment to the Union of South Africa and to India from the 
unusually high sales in 1949. 


The increase of $190 million, or about one-third, in the 
value of our imports from sterling area and other ERP 
countries is very gratifying in that most of it appears to reflect 
a rise in volume. The volume increase was facilitated by 
higher output in the supplying countries and by more com- 
petitive prices following the devaluations of September 1949. 
It was spread over a wide variety of items. 


The decline in net invisible current receipts was due 
mainly to lower freight and shipping earnings on our reduced 
exports and to smaller receipts of immigrants’ funds and 
inheritances. 


Advances by the Government of Canada to the United 
Kingdom under the $1,250 million credit of 1946 were $50 
million, all in the first half of the year. At the end of the year 
a total of $1,185 million had been drawn on the credit. No 
advances were made in January or February of 1951 and to- 
wards the end of February the United Kingdom Government 
announced that it would make no further drawings. 


Repayments of principal totalling $22 million were 
received on post-war intergovernmental loans made under the 
Export Credits Insurance Act. 
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During 1950 the United Kingdom made repayments 
totalling $42 million on the $700 million interest-free loan of 
1942. Repayments on this loan are made with the proceeds 
of the sales and retirements of United Kingdom holdings of 
Canadian securities less amounts used to develop or expand 
United Kingdom-owned industrial enterprises in Canada. At 
the end of 1950 the amount of the loan outstanding was $256-5 
million. The United Kingdom also made a final repayment of 
$9-1 million on the war-time interest-free loan from New- 
foundland. 


In the course of the year there was a further appreciable 
increase in the Canadian dollar balances held by sterling area 
governments. Since these balances are available to pay for 
Canadian exports their increase in 1950 may be regarded as a 
prepayment for goods to be supplied in the future. 

In the latter part of 1950 there was an unusually heavy 
demand for sterling in various parts of the world, including 
Canada, to cover actual or anticipated commitments. In 
order to meet the demand by Canadians substantial amounts 
of sterling were obtained by Canada from the United Kingdom 
in exchange for gold. Partly for this reason, but primarily 
because of the virtual disappearance of our net surplus on 
current account with the sterling area, our net multilateral 
receipts from the sterling area in the full year 1950 were 
only $11 million compared with $491 million in 1949. 


Balance of Payments with Other Countries 

Current account transactions between Canada and all 
countries other than the United States, the sterling area and 
other ERP countries may be summarized as follows: 


Current Account Transactions with Other Countries 
1949 and 1950 


(millions of Canadian dollars) 


1949 1950 Change 

Commodity exports (adjusted)........... 221 223 + 2 
Commodity imports (adjusted).......... 234 280 +49 
Gomimogity balancel wars aarete. ting. —10 —57 —A7 
Balance of other current transactions..... +25 +16 — 9 
@urrentaccount palance. i. .e<c.s o +15 —41 — 56 


Apart from higher import prices the rise in the value of 
imports from these countries was largely due to increased im- 
ports of crude oil from the Middle East and of a variety of 
manufactured goods from Japan. ‘The increase in 1950 in 
Canada’s over-all crude oil requirements, which was of the 
order of 10 per cent, was met to the extent of about one-half 
by greater domestic output and most of the remainder was 
imported from these countries. 


CHANGES IN EXCHANGE CONTROL POLICIES AND METHODS 


The more important changes during the year in the 
Foreign Exchange Control Regulations and administrative 
policies are referred to below. For the most part they represent 
relaxations of the control associated with the decision of the 
Government to cancel official rates of exchange, effective 
October 1, 1950, and to allow exchange rates to be determined 
by market forces. 


Special Arrangement Countries 


Denmark and Austria were added to the list of countries 
designated by the Regulations as special arrangement coun- 
tries on March 1, 1950 and July 5, 1950 respectively. Conse- 
quently Canadian dollars as well as United States dollars 
became acceptable in payment for exports to, and other 
transactions with, those countries. 


Since March 1950 the Board has been approving permits 
for the outright sale in Canada of moderate amounts of 
Canadian securities owned by residents of special arrangement 
countries where the proceeds are being remitted to the owner 
in the country concerned through official channels. Previously 
sales of securities in Canada by residents of these countries 
were normally permitted only where the proceeds were being 
reinvested in Canadian securities. 


Changes Involved in Cancellation of Official Exchange Rates 


The general structure of exchange control was not affected 
by the change from fixed rates of exchange to market rates. 
The previous declaration and permit requirements continued 
in force and, while banks and other authorized agents of the 
Board resumed dealings in foreign exchange as principals 
rather than on behalf of the Board, they continued to act as 
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the Board’s agents for the issue of permits and in other 
matters relating to exchange control. The following modifica- 
tions in the exchange control system were, however, inherent 
in or introduced as a result of the new exchange rate arrange- 
ments: 


1. While a resident who receives foreign exchange is still 
obligated to declare it forthwith to an authorized dealer he 
may, instead of selling it immediately, deposit it in a special 
foreign currency bank account with the authorized dealer. 
Foreign exchange so deposited may not be used by the owner 
but he may choose his time for selling it to an authorized 
dealer within a period of ninety days. 


2. Merchants and other residents who are offered foreign 
currency by tourists are no longer required to pay any fixed 
rate of exchange but may pay such rate as may be agreed 
upon, presumably a rate based on that currently being offered 
_by banks. 


3. The so-called unofficial rates for Canadian dollars in 
New York and other centres disappeared. The rate is basically 
the same in Canada and elsewhere, subject to certain local 
variations, particularly in transactions in banknotes, resulting 
from time differences, transportation costs and special local 
conditions. 


4. Banks may, without permit from the Board, enter into 
forward contracts with resident customers for either the pur- 
chase or sale of exchange, regardless of the term or purpose of 
the contracts. A bank may, however, deliver foreign exchange 
under a forward contract only where at the time of delivery 
the exchange is to be used for an authorized purpose. 


With the withdrawal of the official rates it became 
desirable to take steps to ensure that movements in the sterling 
rate in terms of the Canadian dollar in exchange markets in 
Canada would conform to movements in the rate for United 
States dollars. Accordingly, the Board advised the banks 
that it would be prepared, at the appropriate official rates 
existing in the United Kingdom, to exchange for United States 
dollars any sterling which proved surplus to the banks’ re- 
quirements and similarly to supply against payment in United 
States dollars any sterling needed to meet their deficiencies. 
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These rates are at present 2-792 U.S. and 2:80% U.S. respec- 
tively. This arrangement enables the banks to deal with their 
customers and with other banks throughout the day for 
settlement in Canadian dollars at rates which move pari-passu 
with fluctuations in the quotations for United States dollars. 


Travel 

Early in October 1950 the Board was directed to approve 
permits for residents to obtain any reasonable amounts of 
United States funds for all types of bona fide travel expendi- 
tures in United States dollar area and special arrangement 
countries. This superseded the limitation on pleasure travel 
expenditures in United States dollar area countries to $150 
in a twelve-month period, which had been the rule since 
November 1947. , 


In October 1950 the Regulations were amended to in- 
crease from $10 to $50 the amount of United States currency 
which a resident may retain in his possession! and the exemp- 
tion from permit for the export of currency by resident trav- 
ellers was increased from $10 in United States currency and a 
total of $25 in both United States and Canadian currency to 
$50 and $100 respectively’. Banks and other agents of the 
Board were authorized to approve Form H travel permits 
for amounts up to $500 per trip for business travel and up toa 
total of $500 during the calendar year for travel for other 
purposes. Applications for larger amounts may be referred to 
the Board and are approved for genuine travel expenditures 
in any reasonable amounts having regard to the duration of 
the proposed journeys. 


Change of Residential Status 

At the same time as the relaxation of travel restrictions, 
the maximum amount of funds which a resident of Canada 
who moves to a United States dollar area country is permitted 
to transfer from Canada was increased from $12,500 to $25,000 
a year during the first three years, at the end of which time 
he may deal with any remainder of his assets in Canada in 
the same manner as any other non-resident. 





1 In February, 1951 this was further increased to $100. 
_?In February, 1951 this exemption was changed to a combined total of $100 in 
United States and Canadian currency. 
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Miscellaneous Remittances 


In October 1950 the Regulations were also amended to 
increase from $10 to $50 the general exemption from comple- 
tion of a permit form for applications for United States dollars 
in forms other than currency!. At the same time the authority 
of banks and other agents to sell United States dollars for 
benevolent remittances was increased from $10 to $50 per 
applicant per month!. 


Dividends and Profits to Parent Companies and Head Offices 


Prior to November 1950 remittances of earnings by 
Canadian subsidiaries and branches of foreign companies were 
normally permitted only on an annual basis and not earlier 
than three months from the close of a company’s fiscal year. 
This had the effect of creating a concentration of demand for 
United States dollars in April of each year which would be 
disadvantageous under a fluctuating exchange rate. Accord- 
-ingly, companies concerned were advised that the Board 
would consider applications to distribute earnings on the 
basis of interim financial statements for completed quarterly 
periods and that authorized distributions could be made 
forty-five days (rather than three months) after the end of 
the period to which they relate. 


Services Rendered for United States Residents 


In December 1950 the Regulations were amended to 
permit Canadian residents to accept payment in either United 
States or Canadian dollars for services rendered for residents of 
United States dollar area countries. Until that time they had 
been required to obtain payment in United States dollars only. 
Residents are still required to obtain United States dollars for 
exports to the United States dollar area. 


FINANCIAL STATEMENTS 


Assets and Liabilities 


The assets of the Exchange Fund Account at the end of 
1950, as shown in the statement attached, were mainly gold, 
United States dollar balances and investments in United 
States Government securities. Sterling holdings, equivalent 
to slightly more than $31 million, were at a higher level than 





1In February 1951 this was further increased to $100. 
2A 


in previous years; the new exchange arrangements with the 
United Kingdom arising out of the withdrawal of official 
rates involved the maintenance of larger working balances. 
No other foreign currencies were held in the Exchange Fund 
Account. 


The principal liabilities of the Exchange Fund Account 
at the end of 1950 consisted of advances by the Minister of 
Finance from the Consolidated Revenue Fund, which rose by 
$515 million during the year as additional Canadian funds were 
required to finance the increased holdings of gold and foreign 
exchange, and the excess of revenue over expenditure for 
the year, which has since been transferred to the Consolidated 
Revenue Fund in accordance with the provisions of The 
Foreign Exchange Control Act. 


Revaluation of Assets 


The statement attached shows a deficit of $43-8 million 
arising from exchange revaluations at the end of 1950 as 
compared with a surplus of $46-5 million at the end of 1949. 
Prior to the withdrawal of official exchange rates on September 
30, 1950, the gold and foreign exchange held in the Exchange 
Fund Account were valued on the basis of the official buying 
rates for foreign exchange, i.e. at $1-10 for United States 
dollars and $3-074 for pounds sterling. On December 30, 
1950, the gold and foreign exchange then held in the account 
were revalued on the basis of the closing exchange rates on 
that day, namely $1-05t% for United States dollars and $2-962 
for pounds sterling. The details of this operation are shown in 
the following statement. 


Statement of Revaluation of Assets to Market Rates 


(millions of Canadian dollars) 


Reduction in value of assets written down 











U.S. dollars ign ee Ae 5 on $69-5 
CSL sca e tue hs ie eae Pe one ee eae 21-7 
$91-2 

Less decrease in value of liabilities written down 

S)AGr OLE eso aga Weare ges vee Aen beled ap tre dnd A ibe Mn A net 0-9 

Balance or Sia wei Lt een oT eee seer eae $90-3 
Against which was applied the balance of Revaluation 

Surplus Accotin tye, Ariel tte, Pee eee eee 46-5 
Deficit arising from exchange revaluations........... $43 -8 
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Revenue and Expenditure 


The excess of revenue over expenditure for the year was 
$7-4 million in 1950 compared with $8-4 million in 1949. 
However, these figures are not comparable. After September 30 
banks resumed dealings in foreign exchange as principals 
rather than on behalf of the Board, and the Exchange Fund 
Account therefore ceased to receive revenue from turnover 
on foreign exchange and to pay commissions on the banks’ 
purchases and sales of exchange. At the same time the pay- 
ment of interest on advances from the Consolidated Revenue 
Fund was discontinued inasmuch as the earnings of the 
Exchange Fund Account would thereafter be limited to those 
derived from investments and deposits and would all be 
transferable annually to the Consolidated Revenue Fund in 
any event. 


Earnings from foreign balances and investments were 
$2-5 million higher because of larger average holdings in 
1950 than in 1949. 


Gold Transactions 


The following statement summarizes the gold transactions 
in the Exchange Fund Account in 1950: 








Purchases 
(millions 
of U.S. dollars) 
From Minister of Finance............ $143 -3 
From Federal Reserve Bank of New 
STR ES Sitti). Ja arta Rieger MCS 10 
$243 -6 
Sales 
Morboreioen, Central banks) 22 25 «8 ae a3 Fe 149-8 
Net increase in gold holdings in 1950...... $ 93-8} 


All sales of gold were made on the basis of $35 U.S. per 
fine ounce and the revenue of $162,000 from gold transactions 
in 1950 resulted from the factors described in detail in previous 
Reports. 





1 This increase is expressed in terms of United States dollars and therefore differs 
from the increase in gold holdings indicated by the appended balance sheets for 1949 
and 1950 which are expressed in Canadian dollars. 


23 


Operating Expenses 


The administrative expenses of foreign exchange control 
are not reflected in the Exchange Fund Account since, in 
accordance with The Foreign Exchange Control Act, the Bank 
of Canada furnishes the necessary staff, premises, office 
supplies and equipment, and other expenses are met out of 
moneys appropriated by Parliament. 


The number of Bank of Canada staff engaged on duties 
for the Board was 403 at December 31, 1950, compared with 
466 at the beginning of the year. The over-all cost of adminis- 
tration was $1,412,336 in 1950 compared with $1,388,080 
in 19491, 

I wish again to record my appreciation of the efficiency 
and devotion to duty of members of the staff. 


Yours faithfully, 
Gilkey TOWERS 


Chairman 


1 Cost of administration in 1950 was made up as follows: 


Expenditures by Bank of Canada for staff, premises, 
office supplies and equipment, and travelling ex- 


DCHSOS SE uaa tec EE Rahs Gai tr ik whvid cin eS hall oe ce cue Leet $1,183 ,987 
Expenditures out of Parliamentary appropriation 

Postave and express. Was cee os) cee ees $4,695 

Telegrams and telephones.................. 36 , 343 

Stationery and printing 4., ose lien) teed aay 70,382 

Pupligan LOmmation so Wie es lias eee ac 49,573 

FETIOLCEMIEIE sgt seenrente Me eee Gal da a a ghecacd Bee nie Ge s6 ty 

Cost, OL coi shipments: s ey pa ae eee 48,575 

Miscellaneoussicst oe ti eS Pe 1,564 228 , 349 
$1,412 , 336 
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SHILITIAVI'T 


AUDITOR GENERAL’S REPORT 


I have examined the transactions in connection with the Exchange 
Fund Account for the year ended December 31, 1950, and have obtained 
all the information and explanations I have required. In my opinion 
the transactions have been in accordance with the provisions of The 
Foreign Exchange Control Act, and the above statement exhibits a 
true and correct view of the state of the Account as of December 31, 1950. 


WATSON SELLAR 
Auditor General. 
Ottawa, Canada. 


MEMBERS OF FOREIGN EXCHANGE CONTROL BOARD 


Chairman: Governor of the Bank of Canada, G. F. Towers (or in his 
absence the Deputy Governor, J. E. CoyNeE). 


Chairman (Alternate): L. Rasminsky, Executive Assistant to the 
Governors of the Bank of Canada. 


Deputy Minister of Finance, W. C. CLARK. 


Alternate: J. J. DEutscu, Director, International Economic Rela- 
tions Division, Department of Finance. 


Under-Secretary of State for External Affairs, A. D. P. HEENEY. 


Alternate: A. F. W. PLumptre, Head of Economic Division, De- 
partment of External Affairs. 


Deputy Minister of Trade and Commerce, W. F. BULL. 
Director of Operations, Post Office Department, R. H. MACNABB. 


Alternate: J. L. A. Gacnon, Director of Administration, Post Office 
Department. 


Deputy Minister of National Revenue, Customs and Excise, D. SIM. 
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OPEICERS 


Chairman: G. F. Towers, Governor of the Bank of Canada (or in his 
absence the Deputy Governor, J. E. COYNE). 


Chairman (Alternate): L. Rasminsky, Executive Assistant to the 
Governors of the Bank of Canada. 


Assistants to the Chairman: 


L. P. Sarnt-Amour, Assistant Deputy Governor of the Bank of 
Canada. 


D. G. MarBLE, Secretary, Bank of Canada. 


Advisors: 


Foreign Exchange: S. Turk, Chief of the Foreign Exchange Division, 
Bank of Canada. 


Securities: R. B. McKissin, Securities Advisor, Bank of Canada. 


Statistics and Research: W. E. Scott, Chief of the Research Depart- 
ment, Bank of Canada. 


Secretary: R. H. TARR. 

Commercial Section—Distributors: A. O. GIBBONS. 
Commercial Section—Producers: G. ABRAMS. 
Enforcement Section: R. LANG. 

General Section: H. S. HOLLOWAY. 

Insurance Section: H. G. JOHNSTON. 

Interest and Dividends Section: J. P. BARWICK. 
Securities Section: C. E. FAIRWEATHER. 


Statistics and Research Section: C. D. BLYTH. 


BRANCH OFFICES 


INontres MOUs. 5: oye ue oe eae ae Sh L. BOISSONNAULT 
Ste OU MS INE ih ce se sleicies sia V. CALVER 
MOLORLO MILE oe « Waynes ates ems Ss R. F. B. TAYLOR 
NEC tIVer ike. se bcs hekee Su 3 ee ME, JOHNSTON 
WO ecr MON aie ane wae alle. LOCKIE 
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OTTAWA 
EDMOND CLOUTIER, C.M.G., 0.A., D.8.F, 
PRINTER TO THE KING'S MOST EXCELLENT MAJESTY 
CONTROLLER OF STATIONERY 


